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Appendix A3 8 

Answer to Quantitative Midterm Question 

Below are the answers to the questions posed in section 106. 

You have linear supply and demand curves whose slopes you know, but whose 
position you don't know. They can be depicted as below: 
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a. You want to cut imports by 50,000 tons (from 100,000 to 50,000). Each dollar 
increase iii the domestic price will, lower demand by 5,000 tons and raise domestic 
supply by 3,000 tons. So each $1 of specific tariff will cut imports by 8,000 tons. 
Hence, to find the answer divide 50,000 by 8,000. The arithmetic shows that t on the 
figure of the previous page = $6.25. With t, imports fall from AB to CD and the domestic 
price rises from Pi to P2 . 

b. The deadweight losses are the shaded triangles on the figure of the previous page. 
Their combined bases are the reduction in imports (50,000 tons) and their height is 
the amount of She tariff $6.25. Since tjiey are triangles, their combined area is-.<$$|' 
HALF $6.25 x 50,000, or $156,250 . 

c. The most you can do with a tariff is drive up the domestic price to the point where 
domestic demand = domestic supply. At that point, all imports cease. Higher tariffs 
are redundant. The tariff thathjust cuts off all imports on the figure of the previous 
page is f, which raises the price to Pmax (consistent with quantity demanded = quantity 
supplied at level OE) . You have nice linear demand and supply conditions and you 
already know that a tariff of $6.25 chokes off 50,000 tons of imports. Doubling the 
tariff will choke off another 50,000 tons, so that no imports will come irii. Hence, 
you could achieve a maximum price gap between the domestic and the world price of 
2 x $6.25 or $12,50 . 

d. To get the same maximum price effect as in 13c, you need a quota that cuts off 
all imports, i.e., a total embargo. Hence, the quota you need = 0 tons . 



